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The World Economy 
It has been estimated that the 
total price increase of some 130% 
in nominal terms will lead to a 
cumulative loss of output in the 
industrialised countries of 
around 5% by the end of 1981, and 
will add an additional 11? to 
consumers' prices. The oil 
price rise is the principal cause 
of the present world recession 
which began in the first quarter 
of 1980, and is unlikely to end 
until the last quarter of 1981. 
There are, however, significant 
differences between the major 
countries in the timing, depth 
and duration of their own 
recessions. Countries such as 
West Germany, Japan and France 
are likely to emerge at the end 
of 1981 with nothing worse than a 
slowing down of their rate of 
g r o w t h and a t e m p o r a r y 
acceleration in their rate of 
inflation. The United States 
d, are expected to experience an 
The diversity in the performance of the industrialised economies in the 
present recession contrasts with the apparent unanimity of the reactions of 
their governments. Both in deeds and in words, the leaders of the Western 
countries have made it clear that, faced with an apparent choice between 
greater inflation or greater unemployment, they have chosen greater 
unemployment. All have adopted monetary and fiscal measures of greater or 
lesser degree of severity. They are giving preference to the objective of 
reducing the rate of inflation, regardless of the cost in terms of higher 
unemployment. 
In general, the Western leaders believe that their economies will weather 
the current recession more readily than they did the recession of 1974/75. 
Behind this view, lies the assumption that there will be no further 
increases in the real price of crude oil over the next two years. Given 
the present conflict in the Gulf, such a belief is perhaps questionalbe. 
Nevertheless, if the assumption is correct then the first part of the 
necessary adjustment has already been achieved: rates of inflation have 
already peaked in most of the industrialised countries and are expected to 
continue falling throughout 198l. Unemployment, on the other hand, is 
expected everywhere to continue rising. 
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Economic d e v e l o p m e n t s t h r o u g h o u t 
t h e w o r l d t h i s y e a r h a v e b e e n 
d o m i n a t e d by r e a c t i o n s t o 
i n c r e a s e s i n t h e p r i c e of c r u d e 
o i l w h i c h h a v e t a k e n p l a c e o v e r 
t h e l a s t t w o y e a r s . T h e s e 
r e a c t i o n s w i l l c o n t i n u e t o 
d o m i n a t e e v e n t s i n 1 9 8 1 . 
and t h e U n i t e d K i n g d o m , on t h e o t h e r han 
a b s o l u t e f a l l in o u t p u t . 
In the United States, despite conflicting signals which emerge from 
different indicators, the best estimates still are that the recovery of the 
economy as a whole may get underway in the last quarter of 1980. There 
still remains a widespread fear that the rising trend in interest rates, 
following a recent upturn in the money supply, may yet choke off the 
recovery before it gets fully underway. The sharp rise in mortgage rates 
within the last month has already put the housing recovery in jeopardy. 
Perhaps the most worrying feature of the US economy at the present time, as 
the trough of the recession is approached, is that the rate of inflation has 
still not moderated. Consumer prices are still running at 135S-1456 above 
the level of twelve months ago. 
Japan's adjustment to the latest round of oil price increases has been a 
model one. At the bottom of the recession which is expected to come 
towards the end of this year or beginning of 1981, the rate of growth of 
real GDP will slow to not less than 356, and by the second half of 1981 the 
economy should be restored to its long-run trend rate of growth of 456 or 5%. 
At the same time, the rate of increase of consumer prices has been held to 
single figures. While Japan recorded the largest external current account 
deficit in its history in the first half of 1980, this balance should be 
restored to surplus by the second half of 1981. Japan's rapid adjustment 
has been facilitated by the willingness of its labour force to accept a 
standstill in real wages in the spring of this year. It has also been 
facilitated by its government's long standing programme of structural change 
away from labour intensive and energy intensive industry towards high 
technology industries. 
West Germany, too, has also been experiencing historically high balance of 
payments deficits. However, policymakers have accepted that this is a 
normal consequence of the oil price rise, and are content to finance the 
current deficit with capital inflows. The rate of growth of output is 
likely to slow to under 256 in 1981, but the government can look forward to a 
continuing slowdown in the rate of inflation from an average of around 556 in 
1980 to between 356 and 456 in 1981. As elsewhere in Europe, unemployment is 
rising, and is expected to reach 3.656 in 1981. 
The oil price rise shows no sign of deflecting the government of France from 
pursuing the conservative economic policy which was set in motion with the 
appointment of M Raymond Barre as Prime Minister four years ago. The 
stated objectives of this policy are to bring down the rate of inflation, to 
maintain a strong franc, and to promote steady economic growth. The rate 
of inflation peaked at around 14% in the first half of 1980, but it is 
expected that it will fall to around 10%-11% in 1981. The rate of growth 
of GDP is also slowing down, with an expected 2% grbwth in 1980 and about 
1.5% in 1981. Over the past decade France has succeeded in reducing its 
national energy consumption, thus containing its current account deficit to 
around $4 billion. 
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T h e UK e c o n o m y r e m a i n s i n 
r e c e s s i o n w i t h no i m m e d i a t e 
p r o s p e c t o f a r e v i v a l i n 
a c t i v i t y . Demand c o n t i n u e s t o 
be d e p r e s s e d on bo th d o m e s t i c and 
e x t e r n a l m a r k e t s , w i t h c o n s e q u e n t 
l i q u i d a t i o n of i n v e n t o r i e s and 
c u r t a i l m e n t of o u t p u t . The 
l a b o u r m a r k e t i s c h a r a c t e r i s e d by 
an i n c r e a s i n g e x c e s s s u p p l y a s 
j o b o p p o r t u n i t i e s c o n t r a c t a t a 
t i m e of l a b o u r f o r c e g r o w t h . 
The UK 
Economy 
R e c e n t e c o n o m i c i n d i c a t o r s ' 
p r o v i d e no g r o u n d s fo r o p t i m i s m . 
T h e l e v e l o f i n d u s t r i a l 
p r o d u c t i o n ( e x c l u d i n g o i l and 
g a s ) f e l l b e l o w i t s a v e r a g e 1975 
l e v e l d u r i n g t h e s e c o n d q u a r t e r . 
E m p l o y m e n t i n m a n u f a c t u r i n g 
i n d u s t r i e s f e l l by 80 t h o u s a n d 
b e t w e e n May and J u l y t o 6 6 1 5 
t h o u s a n d , 6.1? l o w e r t han f o r t h e 
c o r r e s p o n d i n g month of 1979. 
A l l c o m p o n e n t s o f f i n a l 
e x p e n d i t u r e d e c l i n e d i n v o l u m e 
d u r i n g t h e s e c o n d q u a r t e r . The 
d e c l i n e was m o s t s i g n i f i c a n t i n 
e x p o r t s which f e l l 4? below t h e i r 
f i r s t q u a r t e r vo lume, i m p o r t s i n 
c o n t r a s t d e c l i n i n g l e s s r a p i d l y 
by o n l y 2 ? . C o n s u m e r s e x p e n d -
i t u r e , r e f l e c t i n g f a l l i n g r e a l 
p e r s o n a l d i s p o s a b l e i n c o m e s , 
d r o p p e d by 2 . 5 ? c o m p a r e d t o t h e 
p r e v i o u s q u a r t e r . The m o s t 
b u o y a n t c o m p o n e n t of f i n a l d e m a n d , p a r a d o x i c a l l y , was c e n t r a l g o v e r n m e n t 
c o n s u m p t i o n w h i c h r e m a i n e d a l m o s t u n c h a n g e d i n r e a l t e r m s . S i g n i f i c a n t 
d e s t o c k i n g o c c u r r e d d u r i n g t h e f i r s t two q u a r t e r s . I n d e e d t h i s e f f e c t 
a c c o u n t e d f o r p r a c t i c a l l y a l l of t h e f a l l in GDP i n t h e f i r s t q u a r t e r . In 
t h e s e c o n d q u a r t e r i n v e n t o r y l i q u i d a t i o n c o n t i n u e d a t much t h e same r a t e , 
b u t g i v e n t h e weakness of t h e o t h e r componen t s of f i n a l demand, amounted t o 
j u s t over 25? of t h e second q u a r t e r GDP f a l l . 
In s p i t e of t h e d e p r e s s e d s t a t e of t h e economy, n o m i n a l e a r n i n g s a c c e l e r a t e d 
d u r i n g t h e f i r s t h a l f of t h e y e a r . The a n n u a l r a t e of e a r n i n g s i n f l a t i o n 
a p p e a r s t o have peaked a t a l m o s t 22? in J u n e . P r o v i s i o n a l f i g u r e s for J u l y 
s u g g e s t a d e c e l e r a t i o n t o 1 9 ? . The r a t e of p r i c e i n f l a t i o n h a s a l s o 
m o d e r a t e d s o m e w h a t , f a l l i n g f rom a p e a k of 22? i n Hay t o j u s t o v e r 16? in 
Augus t . T h i s r a p i d improvemen t i s somewhat i l l u s o r y however , a s over 4? 
of t h e s lowdown r e s u l t s from t h e c o n s o l i d a t i o n of t h e VAT i n c r e a s e s of t h e 
1979 Budget i n t o t h e b a s e f i g u r e . 
The b a l a n c e of p a y m e n t s on c u r r e n t a c c o u n t , h a v i n g b e e n i n d e f i c i t d u r i n g 
t h e f i r s t t w o q u a r t e r s , moved i n t o s u r p l u s i n J u n e . I n S e p t e m b e r , t h e 
s u r p l u s r e a c h e d £440 m i l l i o n and a s u r p l u s o v e r 1980 a s a w h o l e now s e e m s 
a s s u r e d , t h e d e f i c i t of £240 m i l l i o n on v i s i b l e t r a d e f o r t h e y e a r up t o 
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September e a s i l y being o f f s e t by the i n v i s i b l e s su rp lus of £928 m i l l i o n . 
While the government 's pol icy s tance remains l a r g e l y unchanged, a ques t ion 
mark must be r a i s e d over whe ther i n t e n t i o n and i m p l e m e n t a t i o n c o i n c i d e . 
The recen t money supply f i g u r e s are a case in po in t . While the d i s t o r t i n g 
e f f e c t s of the c o r s e t must be acknowledged, the re i s l i t t l e doubt but t h a t 
the r a t e of mone ta ry e x p a n s i o n , as measured by the a u t h o r i t i e s chosen 
i n d i c a t o r , M , has been i nc r ea s ing a t a r a t e s i g n i f i c a n t l y above the upper 
l i m i t of the t a r g e t range. To the ex ten t t h a t i n c r e a s e s in the broad money 
supply d e t e r m i n e , w i t h a l a g , t he r a t e of change of p r i c e s , - and t h i s i s 
a f t e r a l l the a u t h o r i t i e s own view - the p rospec t s for s t a b l e s i n g l e d i g i t 
i n f l a t i o n , and a l l i t s supposed a t t r a c t i o n s , must have receded. 
The p r o s p e c t s fo r t h e UK economy on a l l f r o n t s ; o u t p u t , employment and 
i n f l a t i o n , a r e d i s m a l . At c u r r e n t wage and p r i c e l e v e l s t h e r e i s a 
d e f i c i e n c y of demand. Th i s d e f i c i e n c y may be remedied in two ways: by 
s t a n d a r d Keynes ian f i s c a l m e a s u r e s , (or by neo-Keynes ian a t t e m p t s t o 
r e s t r i c t impor ts on the assumption tha t the r e s t of the world won't n o t i c e ) , 
which aim to b o o s t d o m e s t i c demand, (or in t h e l a t t e r c a se t h e s h a r e of i t 
met by d o m e s t i c p r o d u c t s ) . E i t h e r s e t of measu re s w i l l p roduce t he 
required r e s u l t s to some degree in the shor t run. Each c a r r i e s the seed of 
long term f a i l u r e . The f i r s t in i t s implied monetary expansion, the second 
in r e t a l i a t i o n by t r a d i n g p a r t n e r s . 
But t h e r e i s a l t o g e t h e r a n o t h e r way to s q u a r e t h e c i r c l e . I f demand i s 
d e f i c i e n t a t c u r r e n t wage and p r i c e l e v e l s , p o l i c y may be d i r e c t e d not a t 
i n f l a t i n g t h e l e v e l of demand, but a t p rovoking an a d j u s t m e n t to more 
a p p r o p r i a t e wage and p r i c e l e v e l s . I t i s t o t h i s end t h a t government 
pol icy i s d i r e c t e d . This i s probably an equal ly va l id way of a t t a i n i n g the 
o b j e c t i v e s of h igh employment and low i n f l a t i o n - in t h e long run . The 
invervening yea r s w i l l be c h a r a c t e r i s e d by chronic u n d e r u t i l i s a t i o n of not 
only labour but of a l l f a c t o r s of product ion. The process of adjustment i s 
f a r from c o s t l e s s . I t may indeed be u n a t t a i n a b l e in a s o c i e t y in which a 
government espousing such a s t r a t e g y must submit i t s e l f for r e - e l e c t i o n a t 
r egu la r i n t e r v a l s . 
With s t a n d a r d Keynes ian r e m e d i e s , the h a r v e s t (of s o r t s ) i s reaped a l m o s t 
immediate ly , the whir lwind l a t e r . Present p o l i c i e s schedule the whirlwind 
f i r s t and demand a c e r t a i n measure of f a i t h t ha t t he r e w i l l be much l e f t to 
ha rves t in i t s wake. 
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